REPORT OF THE AUDITOR-GENERAL TO THE MPUMALANGA PROVINCIAL 

LEGISLATURE AND THE COUNCIL OF THABA CHWEU LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 I was engaged to audit the accompanying financial statements of the Thaba Chweu 
Local Municipality, which comprise the statement of financial position as at 
30 June 201 1 , and the statement of financial performance, statement of changes in net 
assets and cash flow statement for the year then ended, and a summary of significant 
accounting policies and other explanatory information, as set out on pages xxx to xxx. 

Accounting officer's responsibility for the financial statements 

2, The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Local Government: Municipal Finance Management Act of South Africa. 2003 (Act 
No, 56 of 2003) (MFMA), and for such Internal control as management determines 
necessary to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor-Generars responsibf I ity 

3. As required by section 188 of the Constitution of South Africa and section 4 of the Public 
Audit Act of South Africa, 2004 (Act No, 25 of 2004) (PAA), my responsibility is to 
express an opinion on the financial statements based on conducting the audit in 
accordance with the International Standards on Auditing and Genera! Notice 1111 of 
2010 issued In Government Gazette 33872 of 16 December 2010. Because of the 
matters described in the basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion, 

Basis for disclaimer of opinion 

Accumulated deficit 

4. The municipality could not provide sufficient appropriate audit evidence to support the 
entries with a net value of R46 334 521 debited against the accumulated deficit account 
during the current financial year. 

5. The municipaiity could not provide sufficient appropriate audit evidence to support the 
correction of prior year errors stated in the statement of changes in net assets at 
R110 087 474 and reflected in the current year movement. The municipality's records 
did not permit the application of alternative audit procedures regarding the accumulated 
deficit. 

6, Accordingly, I could not obtain sufficient appropriate audit evidence as to the valuation, 
completeness and existence of the closing balance of the accumulated deficit as at 30 
June 201 1 to the amount of R1 547 841 399 as disclosed in the statement of changes in 
net assets. 

7, A disclaimer of opinion was Issued on the prior year's financial statements, and I was 
unable to determine the extent of the effect of these limitations on the balances as at 
30 June 2011. 


Trade and other receivables from exchange transactions and non-exchange 

transactions 

8. Due to limitations placed on the scope of my work by the entity, 1 was unable to obtain 
the necessary information and explanations for the difference amounting to R9 577 365 
between the accounts receivables age analysis and the balances of trade and other 
receivables from exchange transactions and other receivables from non-exchange 
transactions included in the statement of financial position. 

9. The municipality’s records did not permit the application of alternative procedures. 
Accordingly, t could not obtain sufficient appropriate audit evidence as to the valuation 
of the closing balance of trade and other receivables from exchange transactions 
amounting to R22 104 084 and other receivables from non-exchange transactions 
amounting to R1 0 369 034, as disclosed in note 2 and 3 to the financial statements. 

10. A disclaimer of opinion was issued on the prior year s financial statements, and I was 
unable to determine the extent of the effect of these limitations on the balances as at 
30 June 201 T 

Property, plant and equipment 

11.1 was unable to identify properties registered in the name of the municipality per the title 
deeds and compare them to the asset register. I was thus unabie to quantify the value 
of these properties, as the title deeds did not contain property values. Consequently, 1 
did not obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness of land and buildings amounting to R98 769 972. as disclosed in note 32 
to the financial statements. 

12. The municipality could not provide sufficient appropriate audit evidence to support 
additions to property, plant and equipment amounting to R4 626 207 included in 
property, plant and equipment of R1 604 120 976 at 30 June 2011, as disclosed in note 
32 to the financial statements. 

13. I was unable to physically verify property, plant and equipment to confirm the existence 
and completeness of these assets due to limitations placed on the scope of my work by 
the municipality. 

14. I was unable to obtain sufficient appropriate audit evidence to confirm the completeness 
of movable assets amounting to R1 093 853, as disclosed in note 32 to the financial 
statements. 

1 5. The municipality’s records did not permit the application of alternative procedures. 
Accordingly, I could not obtain sufficient appropriate audit evidence as to the existence, 
rights and completeness of the closing balance of property, plant and equipment 
amounting to R1 604 120 976, as disclosed In note 32 to the financial statements. 

16. A disclaimer of opinion was issued on the prior year's financial statements, and I was 
unable to determine the extent of the effect of these limitations on the balances as at 
30 June 2011. 

Revenue 

1 7. The municipality could not provide sufficient appropriate audit evidence for revenue from 
prepaid electricity amounting to R21 057 777. Consequently, I could not confirm the 
completeness, occurrence and accuracy of revenue service charges from prepaid 
electricity amounting to R21 057 777, as disclosed in the statement of financial 
performance. 



1 8. The municipality coutd not provide sufficient appropriate audit evidence lo support a 
journal amounting to R26 521 788 debited against property rates. Consequently, I could 
not confirm the occurrence, accuracy, cut-off and classification of property rates 
amounting to R32 761 694, as disclosed in the statement of financial performance, 

19. Due to incorrect tariffs applied and adjustments processed, the revenue generated from 
the sale of water and receivables were understated by R1 985 533, included in revenue 
service charges amounting to R25 593 320, as disclosed in the statement of financial 
performance, 

20. Due to incorrect tariffs applied and adjustments processed, the revenue generated from 
the sale of electricity and receivables were overstated by R639 299, included in revenue 
service charges amounting to R67 973 432, as disclosed in the statement of financial 
performance. 

Government grants and subsidies and current portion of unspent conditional grants 

and receipts 

21 . The municipality could not provide sufficient appropriate audit evidence to support 
R 8 563 749 of conditional grants recognised as conditions met and transferred to 
revenue. The municipality did not reconcile the difference between grants received and 
spent in the financial statements and the underlying accounting records, and an 
unexplained difference of R1 041 431 was noted. Consequently, i did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the existence, rights, 
completeness as well as valuation of the current portion of unspent conditional grants 
and receipts of R4 097 558 recorded in the statement of financial position, and the 
completeness, occurrence and accuracy of government grants and subsidies of 

R81 087 631 recognised in the statement of financial performance. 

22. The municipatity recorded conditions met - transferred to revenue of conditional grants 
of R77 1 28 693 in note 1 9 to the finandai statements, while the note totalled 

R81 087 631 recognised as revenue in the statement of financial performance. There 
was thus a difference of R3 958 938 that could not be explained by the municipality or 
supported by evidence. Consequently, I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the existence, rights, completeness as well as valuation 
of the current portion of unspent conditional grants and receipts of R4 097 558 recorded 
in the statement of financial position, and the completeness, occurrence and accuracy 
of government grants end subsidies of R81 087 631 recognised in the statement of 
financial performance. 

Employee related costs 

23. Included in note 21 to the financial statements (employee related costs) was 

R12 602 005 for contributions to the Unemployment Insurance Fund (UIF). pensions 
and medical aids. I could not obtain all the evidence I required to support the 
completeness and occurrence of this amount. Consequently. I did not obtain sufficient 
appropriate audit evidence lo satisfy myself as to the completeness and occurrence of 
employee related costs - contributions for UIF, pensions and medical aids. 

24. Included In note 21 to the financiaf statements (employee related costs) was 

R5 541 587 for housing benefits and allowances and other employee retated costs. I 
could not obtain all the evidence 1 required to support the completeness, occurrence 
and accuracy of this amount. Consequently, I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the completeness, occurrence and accuracy of 
employee related costs - housing benefits and allowances and other employee related 
costs. 


Value-added tax, (VAT) payable 

25. I was unable to obtain sufficient appropriate audit evidence as to the valuation, 
completeness and existence of the VAT payable balance amounting to R9 524 154, as 
disclosed in note 9 to the financial statements. I was unable to perform alternative 
procedures. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the valuation, completeness and existence of the VAT payable 
balance in the statement of financial position. 

Inventories 

26. During the inventory count of the municipality. I idenlified that inventory was overstated 
by R1 033 589 as a result of the incorrect recording of inventory quantities. Inventory of 
R1 530 122 as disclosed in the statement of financial position was therefore overstated 
by R1 033 589. and the surplus for the period was overstated by this amount in the 
statement of financial performance. 

General expenses 

27. The municipality could not provide supporting documentation for expenses amounting to 
R1 291 963 included in general expenses in the statement of financial perfomnance. 
Consequently, 1 did not obtain sufficient appropriate audit evidence to satisfy myself as 
to the validity of these expenses included in the financial statements. 

Rental of facilities and equipment 

28. The municipality could not provide sufficient appropriate audit evidence to support the 
amount of R591 246 included under revenue as rental of facilities and equipment 
disclosed In the statement of financfal performance. Consequently, I did not obtain 
sufficient appropnaie audit evidence to satisfy myself as to the completeness, 
occurrence and accuracy of the rental of facilities and equipment of R591 246. 

Other contracted services 

29. The municipality could not provide supporting documentation for expenses amounting to 
R41S 584 included in other contracted services in the statement of financial 
performance. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the validity of these expenses included in the financial statements. 

Irregular expenditure 

30. The municipality did not have a supply chain management (SCM) unit during the period 
under review. In the set of financial statements submitted on 24 February 2012, the 
municipality did not disclose any irregular expenditure. However, irregular expenditure 
was identified during my audit testing. As a result, the municipality also reviewed the 
total expenditure population and identified further irregular expenditure. Further audit 
tests revealed more irregular expenditure that was subsequently disclosed. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myseif as 
to the completeness of Irregular expenditure recorded. 

Commitments 

31. A contract management system did not exist for the identification and recognition of 
contracts and there were no satisfactory alternative audit procedures that I could 
perform to obtain reasonable assurance that all commitments had been properly 
recorded. The municipality did not disclose any commitments. Consequently, I was 
unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness and accuracy of commitments. 


Cash flow statement 

32. I was unable to obtain sufficient appropriate audit evidence as to the completeness and 
accuracy of the cash flow information, due to the numerous items contributing to the 
disclaimer of opinion that affected the items in the statement of financial position and the 
statement of financial performance. 

Disclaimer of opinion 

33. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
finandaJ statements. 

Emphasis of matter 

34. I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Irregular, fruitless and wasteful expenditure 

35. As disclosed in note 31 to the financial statements the municipaiity incurred irregular, 
fruitless and wasteful expenditure amounting to R15 570 321 during the year as a result 
of procurement of goods and services without following the necessary supply chain 
management processes. 

Additional matters 

36. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Annual report 

37. The draft annuai report for the 2010-1 lyear was not submitted for audit purposes. 

Unaudited supplementary schedules 

38. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information, 1 have not audited these 
schedules and, accordingly, ( do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

39. In accordance with the PAA and in terms of Generaf Notice 1111 of 2010 Issued in 
Government Gazette 33872 of 15 December 2010 , 1 include below my findings on the 
annual performance report as set out on pages .,. to .., and materiai non-compliance 
with laws and regulations applicable to the municipality. 

Predetermined objectives 

No reporting against predetermined objectives, indicators and targets 

40, The performance report for the financial year under review was not prepared as 
required by section 46 of the Municipal Systems Act of South Africa, 2000 (Act No. 32 of 
2000 ) ( M S A ) read wi th se cti on 1 2 1 {3)( c) of I h e M F M A . 


Compliance with laws and regulations 

Strategic planning and performance management 

41 . The municipatity did not implement a framework that described and represented how 
the municipality s cycle and processes of performance planning, monitoring, 
measurement, review, reporting and improvement would be conducted, organised and 
managed, including determining the roles of the different role players as required by 
sections 38, 39, 40 and 41 of the MSA and Municipal Planning and Performance 
Management Regulations 7 and 8. 

42. The accounting officer of the municipality did not by 25 January 201 1 assess the 
performance of the municipality during the first half of the financial year, taking into 
account the municipality’s service delivery performance during the first half of the 
financial year and the service delivery targets and performance indicators set in the 
service delivery and budget implementation plan, as required by section 72(1 )(a)(ii) of 
the MFMA. 

43. The accounting officer of the municipality did not submit the results of the assessment 
on the performance of the munidpality during the first half of the ftnandal year to the 
mayor of the municipality, the National Treasury and the provincial treasury, as required 
by section 72(1 Kb) of the MFMA. 

Annual financial statements and annual report 

44. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements of capital assets, current assets, liabilities, revenue, expenditure and 
disclosure items identified by the auditors were subsequently corrected, but the 
uncorrected material misstatements resulted in the financial statements receiving a 
disclaimer of audit opinion. 

45. The accounting officer did not submit the annual financial statements of the municipality 
for auditing within two months after the end of the financial year, as required by 
section 126(1)(a) of the MFMA. 

46. The mayor did not table the 2010*1 1 annual report of the municipality in the council 
within seven months after the end of the financial year, as required by section 127(2) of 
the MFMA 

Audit committee 

47. The audit committee did not function as required by section 166 of the MFMA, due to 
the following: 

• The audit committee did not advise the council of the municipality on matters relating 
to internal financial control and internal audits, performance management, 
compliance with applicable legislation and performance evaluation. 

• The audit committee did not respond to the council on any issues raised by the 
Auditor-General in the audit report. 

• The audit committee did not meet at least four limes a year 

48. The audit committee did not advise the council of the municipality on the adequacy, 
reliability and accuracy of financial reporting and information, as required by 
section 166(2)(a)(iv) of the MFMA. 



49. The audit committee did not advise the municipal coundl. the political office-bearers, the 
accounting officer and the management staff of the municipality on matters relating to 
compliance with the MFMA, the Division of Revenue Act of South Africa. 2010 (Act 

No. 1 of 2010) (DoRA) and other applicable legislation, as required by section 166(2)(a) 
oftheMFMA. 

50. The members of the audit committee were not appointed by the council of the 
municipality, as required by section 166(5) of the MFMA. 

51. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by 
Municipal Planning and Performance Management Regulation 14. 

Internal audit 

52. The internal audit unit did not function as required by section 165(2) of the MFMA. due 
to the following: 

• The internal audit unit did not prepare a risk-based audit plan and an intemaJ audit 
programme for the financial year under review. 

• The Internal audit unit did not report to the audit committee on the implementation of 
the internal audit plan. 

• The Internal audit unit did not advise the accounting officer and report to the audit 
committee on matters relating to internal audit, internal controls, accounting 
procedures and practices as well as risk and risk management 

53. The internal audit unit did not report to the audit committee on matters relating to 
compliance with the MFMA, DoRA and other applicable legislation, as required by 
section 165(2)(b) of the MFMA. 

54. The municipality did not develop and implement mechanisms, systems and processes 
for auditing the results of performance measurement as part of its internal audit 
processes, as required by section 45(1 )(a) of the MSA and Municipal Planning and 
Performance Management Regulation 14. 

55. The internal audit processes and procedures did not include assessments of the 
functionality of the municipality’s performance management system and whether the 
system complied with the requirements of the MSA, as required by Municipal Planning 
and Performance Management Regulation 14. 

56. The internal audit processes and procedures did not include assessments of the extent 
to which the municipality's performance measurements were reliable in measuring the 
performance of the munictpality on key as well as general performance indicators, as 
required by Municipal Planning and Performance Management Regulation 1 4. 

57. The internal auditors of the municipality did not audit the performance measurements on 
a continuous basis and did not submit quarterly reports on their audits to the municipal 
manager and the performance audit committee, as required by Municipal Planning and 
Performance Management Regulation 14 


Procurement and contract management 

58. Goods and services with a transaction value between R10 000 and R200 000 were 
procured without obtaining written price quotations from at least three different 
prospective providers as per the requirements of SCM Regulation 17(a) and (c). 

59. Goods and services with a transaction value above R200 000 were procured without 
inviting competitive bids as per the requirements of SCM Regutations 19(a) and 36(1). 

60. Sufficient appropriate audit evidence could not be obtained that the preference point 
system had been applied in all procurement of goods and services above R30 000, as 
required by section 2(a) of the Preferential Procurement Policy Framework Act of South 
Africa. 2000 (Act No. 5 of 2000) (PPPFA) and SCM Regulation 28(1 )(a). 

61. Sufficient appropriate audit evidence could not be obtained that awards had been made 
to suppliers based on preference points that were allocated and calculated in 
accordance with the requirements of the PPPFA and its regulations. 

Expenditure management 

62. The accounting officer did not take reasonable steps to prevent irregular as well as 
fruitless and wasteful expenditure, as required by section 62(1 )(d) of the MFMA. 

63. The municipality did not recover unauthorised, irregular or fruitless and wasteful 
expenditure from the liable person, as required by section 32(2) of the MFMA. 

Asset management 

64. The accounting officer did not take atl reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system that accounted 
for the assets of the municipality, as required by section 63(2)(a) of the MFMA. 

INTERNAL CONTROL 

65. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Governmenf Gazette 33B72 of 15 December 2010, I considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the significant deficiencies 
that resulted in the basis for the disclaimer of opinion, the findings on the annual 
performance report and the findings on compliance with laws and regulations included 
in this report 

Leadership 

66. Management did not exercise oversight responsibility regarding financial and 
performance reporting and compliance as well as related internal controls. 

67 Management did not implement effective human resource management to ensure that 
adequately and sufficiently skilled resources were in place and that performance was 
monitored. 

66- Management did not develop and monitor the implementation of action plans to address 
internal control deficiencies. 



Financial and performance management 

69. Management did not review and monitor compliance with applicable laws and 
regulations. 

70. Management did not prepare regular, accurate and complete financial and performance 
reports that were supported and evidenced by reliable information. 

71. Management did not implement proper record keeping tn a timely manner to ensure that 
complete, relevant and accurate information was accessible and available to support 
frnanciaf and performance reporting. 

72. Management did not implement controls over daily and monthly processing and 
reconciling of transactions. 

Governance 

73. Management did not ensure that there was an adequately resourced and functioning 
internal audit unit that identified internal control deficiencies and recommended 
corrective action effectively. 

74. Management did not ensure that the audit committee promoted accountability and 
service delivery through evaluating and monitoring responses to risks and providing 
oversight over the effectiveness of the internal control environment, including financial 
and performance reporting and compliance with laws and regulations. 

OTHER REPORTS 

Investigations 

75. There is an ongoing investigation regarding alleged irregularities and fraudulent 
activities. The investigation had not been concluded at the date of this report. 


Nelspruit 
23 July 201 20 



AUnilOR - ^CNE RAL 
SOUTH AFRICA 



